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THE AMERICAN FINANCIAL POSITION 


1. Since the later part of 1943 the American financial situation has 
‘undergone a change. According to President Roosevelt’s estimate in 
his Budget message in January the war expenditures for 1943—44 will 
be $8 billion below the original estimates. Nevertheless, the President 
continued his efforts to secure substantial additional taxation from a, 
hostile Congress. The issue was finally decided by Congress overriding 
the President’s veto against its own tax legislation, with the result that 
the latter became law, thus providing for only about $1 billion net 
additional revenue. Considerations of social equity played a great 
role in the issue (Congress refused to increase income taxes and instead 
provided tax relief for business interests); apart from this, it may be 
asked what the effect on the general financial situation is. 

If the latest budget estimates of expenditure and revenue are taken 
as a basis (see Table I) it appears that the amount of Government bor- 
rowing in the present financial year and in the following one will be 
substantially the same as in 1942-43, whereas the original estimates 
provided for a much higher deficit. This does not mean, of course, 


1 The new tax law provides for $2.3 billions additional revenue, but it forbids the 
increase in social security taxes which otherwise would have taken place auto- 
matically, and which the budget estimates apparently assume. This increase would 
have created a greater surplus in the social security funds and thus have indirectly 
helped the Treasury. 
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Tasre I. 


Revenue, Expenditure and Sources of Government Borrowing 

' ($ billions) 
Financial Year 

1942—43 1943—44 1944—45 


Budget War Expenditure... nee 72.1 88.5 88.2 
pie tied: War Expenditure oe 3.0 3.5 1.8 
Total War Expenditure =e Soc 7/ayal 92.0 90.0 
Total Budget Expenditure ... occ 78.2 96.0 98.0 
Budget Revenue Shc soe ome 22.3 41.2 43.1* 
Budget Deficit ... ase aa ies 55.9 54.8 54.9 
Net Expenditure of Government Cor- 
porations nec Bac 1.5 3.3 1.8 

Total Federal Borrowing & 57.4 58.1 56.7 
Borrowing not requiring Saving t 4 + 4 
Net Deficit coe aaa ace 53 54 53 
Personal Saving Ad = ses 33 34 
Corporate Saving mee se nur 4 S 
Saving of Public Funds a 4.5 6 
Disinvestment in Fixed Capital 4.5 vi 
Disinvestment in Inventories... Ane 3 0 
Private Foreign Disinvestment se 0 1 
Excess of Business Tax Liabilities over 

Collections | sé wea iv > z 
Other Business Reserves and Adjust- 

ment for Revaluation of Inventories 0 0 


Source: Survey of Current Business, March and August 1943, Budget Message of 
President Roosevelt. 


*Including $2.3 billion additional taxation enacted in February 1944. 
+ Expenditure outside U.S., acquisition of existing assets, prepayments on war 
contracts, etc. S 


that there will be no increased inflationary pressure ; to determine that 
the sources of borrowing have to be analysed. For this purpose Table I 
provides some revised estimates of the sources of borrowing given in a 
previous article. 

To: obtain the real deficit we subtract from the total Government 
borrowing a medley of various items called “ borrowing not requiring 
saving’ (which includes spending on the acquisition of existing capital 
_assets, and expenditure abroad) ; there is little information available 
about this item and it has been assumed unchanged as compared with 
1942.2, The resultihg net deficit remains therefore roughly the same in 
the present and the next following financial year as it was in 1942-43. 

What are the sources of the finance of the deficit in 1943-44 likely to 
be? We can make plausible assumptions as to the behaviour of various 
items. The excess of tax liabilities over collections will decrease to a 
modest amount. Corporate saving, public fund saving, and foreign 
disinvestment are bound to increase, while disinvestment in fixed capital 
will probably reach its maximum. As to personal saving we shall as- 
sume that it remains at the level obtained in 1943 (Calendar year) 

1 BULLETIN, Vol. 5, No. 13. ‘ 


*Some of the constituent items, for example, the acquisition of existing assets, 
have decreased in importance, while expenditure abroad must have increased. 
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namely $34 billions ; this, it is true, is based on the assumption that 
there will not be any appreciable reduction in the level of employment 
up to the middle of 1944. If these assumptions are made, it follows 
that the deficit can be financed without drawing on inventories, in 
marked contrast to the situation in 1942-43, when noticeable drafts on 
stocks were made. ; 

The actual development of inventories since the middle of 1943 seems 
to lend some support to this view. From July 1943 onwards disinvest-- 
ment in inventories gave way to accumulation. We can say, therefore 
that since the middle of 1943 the financial situation has considerably 
eased. Unless new adverse factors are coming into the picture in 1944 
the ease of the financial situation will probably continue through the 
present financial year. 

2. Such an adverse factor would be the reduction of total employ- 
ment, and consequently of income, due to withdrawals of man-power 
into the armed forces. Between January and July 1944, it has been 
stated, the armed forces are still to expand by 1 million men. Apart 
from this there are current replacements to be made which in the past 
were at the rate of 100,000 a month. If replacements continue at the 
present rate they are unlikely to draw much on the available labour © 
reserves, because most of the discharged men are after a time available 
for work;! the natural increase in population which provides an addi- 
tional man-power of about half a million a year will, therefore, far out- 
weigh those replacements which mean a total loss to the labour market. 
The critical point is therefore the expansion of the Forces between 
January and July 1944. Incidentally, if this expansion is carried 
through according to schedule, it will do considerable harm to war 
production, as the bulk of the new man-power would apparently have to 
come from skilled labour hitherto reserved.2 The very awkwardness 
of this process makes it doubtful whether the expansion of the Forces 
will really be carried to such an extent as to reverse the upward trend of 
the national income. 

3. Even if it is assumed that the reduction of industrial employment 
by withdrawals to the Forces will be avoided, it does not follow that 
the action of Congress in refusing additional taxation was ‘right’. 
That would only be true if the level of war expenditures could be 
regarded as a datum ; but it could rather be said that the level of war 
expenditure has been limited by the action of Congress. 

The Truman Committee of Congress, in advocating an increase in 
civilian production, has gone a step further: It takes as a given datum, 
not the present war expenditure, but an actual reduction of war pro- 
duction by the middle of the year. If this is assumed, there is no 
doubt, as can be seen from the above analysis of the financial situation, 
that a deflationary effect would follow, unless raw material controls 
were relaxed. It is then quite consistent to advocate a relaxation of 
raw material controls so that the gap left by reduced Government 


1Total U.S. casualties were given as about 100,000 (Dec. 1941—Teb. 1944), 
whereas at least a million men have already been discharged. 

2 Congress re-affirmed its determination to protect the ‘ pre-Pearl Harbour fathers ’ 
as far as possible and to give precedence to the principle of ‘ dependency ’ over that 
of occupational skill. 
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spending can be filled by private (re-conversion) investment and 
piled-up demand for durable consumption goods. 

If, however, reconversion would be’ allowed to proceed, and the 
reduced war expenditure would later prove to be insufficient, then this 
' might well lead to a renewed financial stringency. 

4. Assuming that the easy financial conditions will continue, does 
this imply that there will be no more upward pressure on prices? This 
depends largely on Government policy with regard to subsidies. Theo- 
retically, the Government could under these conditions offset any price 
increase or wage increase by subsidies. In the given political circum- 
stances it remains doubtful whether even the present subsidies can be 
continued,! so that a sudden, considerable price rise may take place 
with the cessation of subsidies. This very uncertainty contributes 
to the instability of the wage situation: the workers are behaving 
consistently in asking for wage increases in good time, if they have to 
anticipate an increase in food prices sooner or later, due to the (politic- 
ally) inevitable cessation of subsidies. 

It is therefore reasonable to count on a certain increase in the price 
level, particularly in view of the fact that agricultural supplies will 
probably continue to be scarce both during and for some time after the 
war. 

J. STEINDL. 


REFORM OF THE HEALTH SERVICES 


The recently published White Paper on the reform of the Health 
Services is to be welcomed as an official statement of the Government’s 
intention to make available to everyone a comprehensive curative 
medical service. This has been urged many times in the last fifteen 
years. Most people will agree that the method by which the Govern- 
ment proposes to achieve its object is sound in principle. Essentially, 
this method is an extension of the existing National Health Insurance 
scheme to cover a greater number of potential patients and a wider range 
of medical services. This is clearly the only alternative if complete 
‘socialism’ of medicine is rejected. At the same time it must be 
recognised that the Government’s proposal implies a ‘ dualism’ in the 
medical services, the profession being asked to divide its time between 
the extended ‘ public’ sector on the one hand and the private sector 
on the other. As long as the equipment, personnel and services made 
available to the public sector are equal to those at the disposal of the 
private patients, the new system will be satisfactory. If, however, the 
needs of the public sector are met in a grudging spirit, as an exercise 
in public philanthropy, the result can only be a continuation with some 
mitigation of the present unfavourable contrast between the: posi- 
tion of ‘panel’ and ’ private’ patients, and between the comfort 
of general wards and private blocks in the hospitals. The White Paper 
gives very little indication of the course which the Government intends 


1The President successfully vetoed a bill banning subsidies af 2 
the issue is bound to crop up again in June. § subsidies after June 1944, but 
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to steer between these extremes. Certain deductions can be made 
however, from the discussion of the financial cost of the national health 
service in Appendix E. 


SIZE AND DISTRIBUTION OF PRACTICES 

Constructive proposals for the reform of the medical services can only 
be made in quantitative terms. Precision is obviously impossible, but 
apparently reliable estimates of the number of doctors and hospital beds 
required to provide an adequate national health service have been made 
by Robb-Smith.1_ Robb-Smith suggests that the ratio of general prac- 
titioners to population should be about 1 : 1,500 in rural areas and towns 
of less than 5,000 inhabitants, and about 1 : 2,000 in towns of over 
50,000. The ratio must be higher in rural than in urban areas because 
of the greater distances travelled. This means a total of about 28,000 
General Practitioners for the combined rural and urban populations of 
Great Britain, and a general average of 1 General Practitioner to 1,650 
people. The B.M.A.* considers that the ratio should be about 1: 1,500—- 
1,860. The Socialist Medical Association thought that between 80 
and 100 full-time doctors of all kinds could provide an adequate health 
service for a population unit of 100,000. Correcting the total figure 
given jn the Medical Directory for 1938, to allow for non-practising 
doctors, the actual number of doctors of all kinds may have been about 
37,000 or 82 per 100,000 people. Thus the actual number may have 
been just inside the range (37—46,000) proposed by the S.M.A. But 
this estimate is itself considerably lower than that made by Robb-Smith, 
and the actual number of doctors practising before the War was almost 
certainly insufficient to allow to the typical General Practitioner suffi- 
cient time to give the desirable amount of attention to all his patients 


HEALTH CENTRES AND HospITaLs : 

The White Paper makes useful suggestions about the organisation of 
the general practitioner service, which it rightly regards as the essential 
basis of any efficient health service. In particular it has adopted the 
idea of the Health Centre which was developed in the course of earlier 
discussions of the subject. ‘Unfortunately, however, the White Paper 
contents itself with somewhat general statements on the question. The 
actual number of Health Centres and their location must be determined 
as an essential component of town planning. The R.I.B.A. in ‘ Re- 
building Britain ** suggested the incorporation of a Health Centre in 
every ‘ neighbourhood ’ unit of 5,000—7,000 people. This is clearly the 
correct approach to the problem. Each Health Centre would house 
about four General Practitioners, together with one or two dentists 
and consulting rooms for antenatal and child-welfare clinics. It must 
be emphasised that the scale of the Health Centre and the number for 
any given population grouping must be partly determined by the 
density of that population, just as must the size and number of retail 
shops. Each health centre should be within reasonable distance of 


1A.H.T. Robb-Smith: The Lancet, August 28th, 1943. In what follows I have 
adopted a number of suggestions made by Dr. Robb-Smith, who is in no way respon- 
sible for the conclusions I have arrived at. 

2.4 General Medical Service for the Nation, 1943. 

3 See also Architectural Review, April 1943. 
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all the potential patients it will serve. The ‘ freedom ’ of the patient 
to choose his doctor can, of course, be preserved even though the doctor 
be one of a group sharing a Health Centre. It seems reasonable to 
suppose that the market for General Practitioners’ services is no less 
imperfect than that in general served by retail shops and for the same 
reason that, having little precise knowledge of the product offered, 
and thepresumption being that it will be reasonably good wherever 
sold, the purchaser goes to the nearest point of supply. The actual 
distribution of practising General Practitioners among the centres 
of population is unknown, but would have to be analysed and, if need be, 
corrected to ensure that a correspondence between the actual average 
ratio of doctors to total population and the optimum ratio did not con- 
ceal local maldistributions. 

The distribution of hospitals must also be determined by reference to 
the actual distribution of the population to be served. A number of 
valuable economies might apparently be made by a redistribution and 
regrouping of existing hospitals. Robb-Smith! suggests that a hospital 
of less than 50 beds is uneconomical, and emphasises the need from both 
a financial and technical point of view to combine in ‘ key hospitals ’ 
serving relatively large populations many of the services now dispersed 
among specialist hospitals. He emphasises the need to base ‘ key’ 
hospitals and ‘ divisional’ hospitals on populations large enough to 
supply sufficient patients to employ fully larger hospital units than many ~ 
now existing. The optimum population per hospital unit would vary 
as between different types of medical service, and according to the 
density of population in different areas. The relatively high density 
of urban populations apparently allows economies of scale so that larger 
numbers of people may be dealt with without requiring excessive travel- 
ling than is feasible in country districts. LB 

Robb-Smith also makes estimates of the average number of beds and 
- specialists required to provide an adequate medical service. He suggests 
that 1,000 beds excluding and 1,520 beds including mental diseases would 
be required for a population of 100,000. These figures correspond to totals 
‘of about 450,000 and 700,000 respectively for Great Britain. We may 
compare the first figure (excluding mental diseases) with a total of about 
290,000 beds in public and voluntary hospitals before the war. Again, 
there were marked local variations in the adequacy of existing hospital 
services. P.E.P.? quotes the results of an investigation that showed the 
following number of General Hospital beds available per 100,000 
inhabitants of certain large towns: Glasgow 728, Birmingham 570, 
Liverpool 859, and Manchester 787 ; all of which are well below Robb- 
Smith’s suggested general average. 


Tur Cost OF THE NATIONAL HEALTH SERVICE 
If we consider the cost of a public medical service undertaken on 
something like the scale suggested above, it is at once apparent that the 
estimates given in Appendix E of the White Paper are too low. 
Assuming that nine-tenths of the population chose to make use of 
the public medical service, about 41.5 million people would require 
attention. On the-basis of Robb-Smith’s estimated average ratio of 1 


1 Loc. cit. 2 Britain’s Health Services. 
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General Practitioner to 1,645 people a General Practitioner service 
for a population of 41.5 million would occupy 25,000 full-time doctors 
or a larger number of part-time ones. Allowing an average gross income 
of £1,500, which does not seem unreasonable in the light of what is 
known of. doctors’ earnings before the War and in view of the need to 
allow for increases in costs which have taken place since then, the total 
cost of the General Practitioner service would. be £37.5 million.) In 
addition, the cost of drugs and medicines might be of the order of £9.5 
million.? The total cost of the general practitioner service would then 
be of the order of £47.0 million. | 

Assuming Robb-Smith’s estimates of the number of hospital beds 
required per 100,000 population, we arrive at a total requirement for 
41.5 million people of abovt 415,000 beds excluding those in mental 
hospitals. Assuming an average cost of maintenance of £3 10s. Od. per 
bed per week, this number of beds would cost £75.5 million per year. 
The cost might well be higher, in view of probable increases in all 
operating costs, and would certainly rise if nurses’ salaries were raised. 

Robb-Smith thought that about 15,270 specialist consultants, 12,550 
registrars and 10,930 house officers would be required to attend the 
454,500 hospital beds which he thought desirable for the population of 
Great Britain. Taking 90% of these figures as a rough indication of the 
number required to provide our hypothetical public service for nine- 
tenths of the population, we arrive at 13,740 chiefs, 11,295 registrars 
and 9.840 house officers. Allowing an average income out of public 
- funds of £2,000, £1,000 and £250 to each of these respectively, we arrive 
at a total of about {41 million as the possible combined salaries of the 
doctors employed in the hospitals serving the public sector of the medical 
service. 

The combined cost of the general practitioner, hospital and spec- 
ialist service, therefore amounts to about £164 million. In 1937, 
P.E.P. estimated that the fotal cost of the medical services used in 
Great Britain amounted to about £166 million. Nine-tenths of that 
sum, which includes certain items such as mental institutions which 
we have not included, amounts to about £150 million. ; 

The estimates given in Appendix E of the White Paper are still less 
than the ones we have arrived at. Tue total for Great Britain is {147.8 
million (England and Wales £132.0 million, Scotland £15.8 million), and 
this figure includes the cost of health centres and other Services 
which we have not considered. 5 ‘ 7 

The estimates of the White Paper are rather difficult to interpret. 
Considering the remuneration of General Practitioners, if nine-tenths of 
+ the population of England and Wales were looked after by the same 
number of doctors (17,160) as attended to the insured population in 
1938, each doctor would have on the average 2,150 patients. The 

1 This, and subsequent figures, would be altered if different assumptions are made 
rte toe Sea (pater Practitioners for services to ¢ panel’ patients 
amounted to £8.4 million, and pro to chemists to £2.4 million. We have 
ogra ahah aoaphed on ee 3 are presented makes systematic 
analysis impossible. It is not even clearly stated whether, and if so on what PHA: 
ciple, these figures have been corrected for war-time price changes. 
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White Paper estimates would allow about £25 million for paying these 
doctors, if the total expenditure were divided between doctors and 
chemists as it was in 1938. This is equivalent to about £1,460 per 
doctor and represents a capitation fee of 13/6 per patient. This number 
of patients per doctor is considerably higher than the suggested optimum, 
while the total salary is below what the typical General Practitioner 
would probably expect to earn by treating so many patients. If the 
number of patients per doctor were reduced to a more desirable level 
(about 1 : 1,650) by an increase in the number of doctors, the income 
of the doctors would fall still lower. 

Similarly, the White Paper estimate of the cost of hospitals seems to 
be unduly low. The Government mentions 310,000 as the number of 
haspital beds likely to be affected by the scheme in England and Wales. 
This is only 17% more than the number available before the war and is 
well below 90% of Robb-Smith’s estimated optimum for Great Britain 
(about 360,000). Fhe projected expenditure appears to allow only £3 
per bed, which is almost certainly insufficient. : 


CONCLUSIONS. 

Throughout this analysis, we have assumed that the White Paper 
estimates are intended to be an estimate of the probable post-war cost 
of a comprehensive National Health Service. Our own is also intended 
to be a conservative estimate of the probable cost of providing a complete 
General Practitioner and General Hospital service on a scale which 
medical opinion considers adequate, from which any probable deviation 
would be towards higher levels. Possible changes in the cost of living 
might well make the acceptable gross income of a General Practitioner 
higher rather than lower than our assumed £1,500, while increases in the 
cost of food and fuel might raise the cost of operating hospitals above the 
£3/10/- per bed per week which we have assumed. If the estimates 
given in Appendix E were based on pre-war prices, and the Government 
accepted the implication that they must all be raised by, say, 25% to 
make them applicable to post-war conditions, the discrepancy between 
the White Paper estimate of the total cost and our own partial estimate 
might become negligible. On any other assumption, the implication 
of this discrepancy is either that the Government does not expect as 
large a number of people to use the ‘ public ’ medical services as we have 
supposed, or that the quality of equipment and service’ provided for 
those who do will be inferior to that which we have postulated. In the 
first case we are being offered not a national health service but merely a 
National Health Insurance Service extended from the working class 
to the lower middle class. In the second, the Government is repeating 
the mistake of 1911—12 and attempting to save money by making a 
parsiminous provision for public health. Yet the probable’ economies 
which would accrue from an elimination of even part of the loss of 
earning power resulting from sickness might offset a large proportion 
of the difference between the White Paper estimate of the total cost 
and our own. In 1933 when employment was at a low level, 29 million 
working weeks were lost by N.H.I. contributors in England and Wales 
alone. This may well have represented a total income of £60 million 
and represented only part of the total loss from this cause. : 
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Moreover, the Government, in rejecting the idea of a completely 
socialised medical service, is committed to securing the service it needs 
by offering inducements to doctors to serve the public. They can only 
be expected to do so in the manner desired if they are sufficiently well 
paid to enable them to give sufficient time to each patient and provided 
with adequate secretarial and laboratory facilities. The rinciple of 
the White Paper is compatible with the creation of an admirable national 
health service. Its financial provisions seem to be inadequate to enable 
this possibility to be realised. 


E. J. Buckatzscu. 


FIXING EXCHANGE RATES IN WAR 


The prolonged controversy about the rate of exchange fixed by the 
U.S. and U.K. Governments for the French Empire Franc and the. 
Empire and Metropolitan Lire raises interesting and important theo- 
retical issues. It appears likely from the levels at which these curren- 
cies were fixed that the two Treasuries (and War Departments) con- 
cerned must have been influenced in their decision by purchasing power 
parities reckoned on the basis of pre-war parities and the subsequent 
price-movement, and by the relative size and rate of increase of the 
National Debts and banknote circulation in the Allied and liberated (or 
conquered) territories respectively. It does not seem possible that in 
acting on the basis of these considerations the Allied Governments were 
.wishing to aggravate the position in the territories they desire to free 
from the Nazi yoke. There can be little doubt, however, that the rates 
fixed were both in the Italian and, until subsequently corrected, in the 
French territories less favourable to those territories than the rates 
fixed by the Nazis for the mark, having due regard to the respective 
movements of wages and prices in Germany and in the Western De- 
mocracies.!_ This does nct necessarily mean that the position of those 
territories worsened as a result of the Allied occupation. The rate of 
exchange is only one of the determinants of the degree of exploitation 
of a territory. The amount of marks, dollars and pounds spent there 
by the Nazis and Allies respectively co-determines with the rate of 
exchange the quantum of goods and services absorbed, by troops in 
occupation and their Governments. The amount of supplies sent in 
(and taken out or destroyed without payment) is a further factor. The 
rate of exchange, however, as we shall see, mainly determines the. rela- 
tions between the soldiers and the civilians. ‘ : 

The apparent contradiction between the intentions of the Allies and 
the results of their exchange policy can be sufficiently explained by the 
curious prestige exchange depreciation has acquired as a means of ‘ re- 
adjustment ’ in the minds of a number of eminent experts. From the 
difficulties caused to Britain by the over-valuation of sterling in 1925 
it seems now to be argued that an under-valuation of the currency would 
speed ‘ readjustment.’ 


1 Cf. Appendix, Table I. 
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Whatever the merits of such considerations for laisser-faive economic 
systems in peace-time—and there seem good reasons to doubt their 
general validity—it is obvious that they are not relevant under condi- 
tions which have obtained in Africa and the Mediterranean and are 
likely to obtain in Western Europe. All internal and international 
economic relations of the liberated (conquered) territories will remain 
under strict direct control for an indefinite period. Internal production 
and consumption and a fortiori exports and imports will be determmed 
not by the free interaction of demand and supply in free markets and 
the resultant prices and income distribution, but by deliberate decisions. 

The sole ‘ free’ or ‘ free-ish’ point of contact between these terri- 
tories and the Allies will be the expenditure of the Allied Armies in them. 
This expenditure consists of two parts: the purchases by the Armies of 
goods and services, and the private consumption out of the pay of the 
Allied personnel. In the case of Allied territories these expenditures 
result either in foreign exchange income to the liberated territory which 
it can use for the purpose of acquiring foreign supplies (as transport 
permits) or a credit on the Mutual Aid account. In the case of enemy or 
ex-enemy territories these payments will, presumably, represent an 
offset against occupation cost or reparation liabilities of the enemy 
Government. 

Now most of these expenditures financed by payments in ‘ home’ 
currency will be used for services or products in which labour costs are 
heavy. For other supplies will be short and will have to be brought 
from abroad. The rate of exchange therefore fixes primarily the value 
of, Allied (or enemy) labour in terms of the currencies of the Western 
Democracies. A low exchange therefore represents an undervaluation 
‘of these services in terms of U.S. or U.K. labour and the price of the 
products of that labour. It means that we force the liberated terri- 
tories to pay extremely heavily for U.S. and U.K. products, in terms of 
their labour, and place at the disposal of the troops disproportionate 
amounts of services. Only in conditions of less than full employment 


1 The dollar/pound rate should be at least $6 to the £ if not $8 to the £ to give any 
justifiable relative values for U.K. in terms of U.S. labour. 

2 Apart from the immediate evils discussed, the present method of fixing exchange ~ 
tates (if those exchange rates become quasi-permanent and serve as the basis of post- 
war currency schemes) has longer run drawbacks. It disregards the fact that the 
economic system of these countries has been forced to work for the Nazi war machine. 
When prisoners and forced labour return to these territories, unless further terrible 
damage is done to plant, their supply and demand position will completely alter, for 
they will be able to increase output greatly. Their internal and internationalc om- 
petitive position will change radically and a grave risk arises that their currency, 
fixed on ephemeral considerations of war-time misfortune, will be out of alignment 
with the Allied countries. How little the facts of the situation are realised is shewn 
by an article in the Manchester Guardian, April 11th, 1944, which argues that 
though a ‘dear’ franc would be favourable to France during, it might be deleterious 
aftey the war. 

_ Many remaining disequilibria can be dealt with after the first shock of hostilities 
is over, and, reconstruction having begun, some idea can be formed of the eventual 
relative international position of these countries and the economic systems they wish 
to establish. It has been argued by some that a provisional fixing of the exchange 
rates would be detrimental to the interests of these countries as it would give rise to 
lack of confidence and speculative activities. As matters stand, speculative activities 
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and given ascomplete inability to increase real income by home measures 
can an undervaluation be considered as cbnceivably favourable to the 
country indulging in it. The dominance of the economics of under- 
employment is such that this does not seem to be realised. 1,2 — 

‘The possibilities of providing fresh supplies to the civilian in these 
territories, who have suffered grievously by the combined effect of Nazi 
looting and Allied bombing-cum-blockade, will depend on\military 
exigencies.* But it is important that thé Allied troops and authorities 
should not deplete further the scant supplies in these areas, that they 
should not upset the price and income relations as‘they have been 
established during the Nazi occupation. All violent military disturb- 
ance would, necessarily, result in hardship and profiteering until the new 
relations determined by the presence of the Allied Armies in the liberated 
territories have worked themselves out throughout the system (and even 
then recipients of fixed contractual payments will remain in a per- 
manently weakened position). It is neither humane nor politic—apart 
from all economic considerations—to fix exchange rates at levels at which 
the current incomes of workers in the liberated territories represent a 
different order of magnitude than the pocket money which certain Allied 
troops can spend in the territory. The payment of the troops in part 
inconvertibly in their home currency would provide some mitiga- 
tion of the immediate supply position. But it is not an adequate sub- 
stitute for a correct fixing of exchanges in view of the intergovernmental 
payments which will otherwise bedevil the post-war period. Under 
conditions of war the sole justifiable criterion for fixing the rates of 
exchange between the free and the liberated territories is to establish 
socially sound relations between the armies of liberation and their 
civilian allies. The attitude adopted with respect to this problem is 
the more curious as the British Government in home economic affairs 
persued exactly the opposite policy. ; 

T. BALOGH. 


axe wholly impossible if for no other reason than because complete exchange controi 
has been established in Britain and in America. No doubt some part of the popula- 
tion may indulge in buying.sterling or dollar notes in the Black Market. This 
however, has no economic significance as long as exchange control is enforced and 
there can be no doubt that exchange control can and will be enforced. In many 
cases some of the readjustment could be made with great advantage to the liberated 
countries by measures other than depreciation (cf. my article BULLETIN Vol. 6, 
No. 3). It would be reckless to depreciate the exchange in order to inflate the price 
level so as to lighten the real burden of the National Debt or the real value of the 
existing cash (bank notes plus bank deposits). As long as direct controls are main- 
tained such considerations have no meaning. 

3 Though there would seem to be some possibility of providing supplies by cuts in 
the British standard of life which still permits a considerable elasticity. Accumu- 
lated stocks could to some extent be prudently used as the total shipping tonnage at 
the disposal of the Allies mounts. A greater discipline on the part of the U.S. 
consumer is, unfortunately, not to be expected. J 

4 This has been suggested by the present author in a letter to the Economist (June 
1942) for U.S. troops in the U.K. The adoption of that proposal would have eased 
the social and economic problem in this country created by the presence of U.S. 


troops. 
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APPENDIX 


TaBLe I. Rdte of Exchange (cross rates in brackets) 
Value of Fagot 
‘ Reichsmark Dollar . terling 

icon y 20 oe 50? 300 1 200 ? 
Lire Oe 10 120 3 100 ¢ 480 § 400 ¢ 
Reichsmarks over francs — (3:75) Pan(Z250) = (15) # (9) ! 
Reichsmarks over Met. lire — (10)¢ (40) 
Reichsmarks on basis of 

purchasing power® — 1.5—2.1 11.50—12.50 


Present undervaluation of 

franc as against the 

parity fixed by Nazis ® + 16to060% — 25% to + 24% 
Present undervaluation of 

lire as against the 


parity fixed by Nazis® + 80 to 85% + 69% to + 74% 
TaBLeE II. Unskilled Minimum Wages 
Male (per 8-hour day) . Dollars Shillings 
equivalent at the above official rates 
Italy : Lire 20 1° 0.20 ¢ -4 
France: Francs 35 0.471 (0.70) 2 2/44 (3/6) 2 
Britain: sh. 11/61? 2.30 11/6 
U.S. $5.8014 5.80 29/- 
U.S.A. pocket-money : privates” 2.00 10/- 
Female (per 8-hour day) F 
Italy: Tire 15 OS Od. 
France: Francs 28 0.371 (0.56) # “A E/TO AT (ZO) 
Britain : sh. 7.125 (7/14)!* 1.40 7/14 
U.S. $4.8022 4.80 24/- 
1 Fixed on landing in North Africa. 3 Italian ex-colonies in Africa. 
2 Subsequently franc appreciated. 4 Metropolitan Italy. 


5 Devalued from 7.60 lire to 1 RM October, 1943. 

6 Reckoned at the previous rate $1=12.50 RM and £1=50 RM. 

7 Technical personnel, N.C.O.’s and front troops get extra pay. Average might be 
as high as $3-3.50 per day. 

8 Present rates for lire against both marks and allied currencies. Francs at mini- 
mum of 300 and maximum of 200 tof. 100 percent undervaluation means no value; 
90 per cent under-valuation means 1,000 per cent overvaluation of the other currency. 

*Cf. my letter in the Banker, December 1942. The calculation was based on 
relative wage movements. 

10Wage level found at the time of the invasion of Italy. For heavy manual labour 
the Allied Authoritie are said to pay Lire 50 per day. : 

The official rates overstate the discrepancy of the real value of the wage (though 
they are wholly relevant in comparing the soldiers’ pocket-money with civilian earn- 
ings in the same territory). If we take the official price of bread which is 
heavily subsidised in Britain and Italy and is the less representative because the 
bread ration in Italy even after its recent improvement only amounts to 5o0unces a 
day (and is the only ration), it makes the real purchasing power of the lire against 
the pound twice as high (1 lb of bread costs 2}d. and 2 lire), against the dollar four 
times as high (1 lb. of bread costs 8.9 cents) as that indicated by the exchange rates. 
But the black market price of bread increased at one time to 3/- per lb. which is some 
1400% of the British price. Even more recently it was not less than 8d.—1/- per 
Ib. But even at the official and almost irrelevant price the enormous discrepancies 
between the relative value of labour are not lowered to a level compatible with 
relative productivity. The price of bread fixed by the Vichy Government in Nazi 
occupied France is Frs, 3.70 per kilo, i.e. at 300 Frs. to the {, i.e. roughly 24d. per Ib, 
A prima facie case of exploitation at the rates of exchange proposed or adopted is 
thereby established. It is further strengthened if service charges are considered. 

12 No national minimum wages fixed. The rates taken are the lowest ascertainable 
wages in force for important industries. c 
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DIARY 
COTTON CONCENTRATION AND OUTPUT 


In the Appendices of the Report of the Cotton Board Committee 
(January 1944) statistics of output and labour in the cotton industry 
are given for 1937 and 1942, as well as for some other war years. In 
1942 total yarn production was 61 per cent of the 1937 output, while 
the output of woven goods had fallen to 50 per cent of the 1937 figure. 
Production of piece-goods (this item is rather smaller than the output of 
woven goods) fell in the same period to 49 per cent ; exports fell to 25 
per cent and the remainder (which includes Government orders and the 
home civilian trade) fell to 72 per cent. In 1943 wholesale sales of 
textiles for the home market were 8 per cent below 1942, and since there 
were no significant changes in wholesale prices of textiles (exclusive of 
purchase tax) in those two years this means that the volume of home sales 
fell. It is probable, therefore, that output of cotton goods for the home 
civilian market fell somewhat. Exports of cotton piece goods in 1943 
were 374 million square yards as compared with 484 million in 1942 
while yarn exports were almost unchanged (Manchester Guardian, 14th 
February, 1944). It seems unlikely that Government demand in 1943 
was so much higher as to offset the reduction in home civilian trade and 
exports so that total output in 1943 was probably rather less than in 
1942. 

It is interesting to calculate from the data provided in the Report 
the change in output per worker in spinning and weaving between 
1937 and 1942. These data are tabulated below. 


Production and Labour in the Cotton Industry 


Production (million Ibs.) Workers Output 
employed in per 
Spun Spinning & Worker- 
Yarn Cotton Waste Rayon Total Doubling (000 Ibs) 
(000 workers) 
1937 +,234 124 17 1,375 186 Psy 
1942 730 70 33 833 102 8.2 
Woven Goods Production (million sq. yds.) Weavers Output 


employed in per 
Weaving Worker 
Cotton Rayon Mixtures Total (’000 weavers) ('000 sq. 


yds.) 
1937 4,047 322 161 4,530 206 22 
1942 1,970 263 48 2,280 104 22 


It will be seen that output per worker in spinning increased .by just 
over 10 per cent while there was no change in weaving. Hours of work 
in the industry have, however, increased: according to the Ministry of 
Labour Enquiry (Gazette, February 1944, p. 32) average hours worked 
in July 1943 were 49.1 which is an increase of 7.2 per cent over the 45.2 
hours worked in October 1938. 1937 was a much more prosperous 
year for cotton than 1938, while it is unlikely that hours worked in 
1942 were much greater than in 1943. The increase from 1937 to 1942 
was therefore not likely to have been greater than 7.2 per cent and may 
have been less. Assuming the same increase for both spinning and 
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weaving it would seem that productivity per hour in spinning is as high 
or slightly higher than before the war, while in weaving there has been a 
slight, but noticeable decline. Since ‘the loss of operatives (due to 
concentration) took place mainly in the lower age groups so that the 
percentage of operatives over 40 years of age employed in the cotton 
industry rose to 42 per cent in 1942 compared with 28 per cent in 1931 " 
one would have expected a decline in productivity per hour to occur. 
It seems that in spinning the economies of concentration have more than 
offset this decline, while in weaving the effect can only have been 
mitigated. Whether this difference is connected with the greater speed 
and determination with which concentration of spinning was pushed by 
the Control in 1941 is impossible to say. But these figures suggest that 
the process of concentration in this industry has produced satisfactory 
results. 
1 Cotton Board Report, p. 33. 


Coat RESTRICTIONS 


The winter of 1943/44 is almost over and the Ministry of Fuel and 
Power can look forward to a seasonal easing of the coal position. On 
the whole the supply of coal to industry and to domestic consumers was 
satisfactory this winter ; local or regional shortages were temporary, 
and shortages of special kinds or grades of coal were overcome by sub- 
stitution. As output fell below the expected level, the fact that on the 
whole distribution of coal has been fair can be explained only by in- 
creased economies and/or by depletion of stocks. As regards economies, 
the authorities themselves have not claimed great achievements. On 
the contrary there were indications that consumption of gas and elec- 
tricity was running above the previous year’s level. There may have 
been some further savings by industrial consumers and some involuntary 
savings by domestic consumers owing to short deliveries. But it seems 
very likely that deficiencies have partly been met by eating into stocks. 
The tightening of the coal restrictions applying to uncontrolled premises 
is shown in the following table. 


TaBLeE I 


Permitted Deliveries! and Stocks of Coal (cwts) 


Deliveries Maximum Stocks 
January—March Nov.—Dec. March March 
Year 1944 1943 1943 1942 1944 1943 
Coal ? 12 15 10 12 10 10 
Manufactured fuel ® } 30 10 20 ‘\unres- 10 
Low-grade fuel ¢ 20 unrestric- {tricted 20 20 
ted 


2 Includes house and kitchen coal. 
§ Includes smaller types of coke, anthracite and Welsh dry steam c 
a mee ove anthracite and Welsh dry Sicans car sot 
e figures for deliveries in the columns January—March 
and in the columns Nov. —Dec. totals for 2 Beans SCT aat) ap aoa AD Cae 


In some areas permitted deliveries were fixed as low as 2 cwt 
. of coal 
and 5 cwt. of manufactured and low-grade fuel per month, that is pay 
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the minimum proposed under the rationing scheme of Sir William Bever- 
idge. At the same time thé size of permitted stocks of domestic con- 
sumers was reduced to 10 cwt. of coal and'in the eastern region to 5 cwt. 
There can be no doubt, therefore, that household stocks at the end of 
this winter will be smaller than they were at the end of last winter. 
Moreover, it is by no means certain that deliveries within the restric- 
tion scheme were made entirely out of current supplies. In many cases 
public reserve stocks have obviously been reduced and stocks of private 
firms have been drawn upon, too. ‘° : 
Output, partly influenced by transport difficulties, partly by labour 
trouble, was persistently below last year’s level, in spite of the fact that 
the labour force was maintained above the 700,000 mark by conscription 
and that many of the technical improvements initiated in the summer of 
1943 came into operation. The average number of shifts worked and 
output per man-shift worked continued to decline slightly. Current 


TABLE II 


Weekly Output of Coal (thousand tons) 
Mar. Mar. Jan Jan. Nov. Nov. 


Year 1944 1943 1944 1943 1943 1942 
Coa] mined 3,638 . 4,014 3,496 3,813 3,815 4,127 
Open cast : 108 209 76 26 107 36 


output in the second half of the winter was about 6—8% lower than 
that of the corresponding period last year. Since industrial consumption 
was probably well maintained, and since exports could hardly have 
been reduced below the 4% share in commercial disposals which they 
held in 1943, the fall in output must have been borne mainly by domestic 
consumers and stocks. 

It has been the policy of the Ministry in the past two years to en- 
courage the accumulation of stocks during the summer months by 
raising permitted deliveries and stocks. This contributed towards 
maintaining output at a steady rate and easing the winter transport 
problem. It may, however, not be possible to apply this policy to the 
same extent this year, since military operations may puta heavy strain 
on rail transport during the summer months. Even now in the pre- 
paratory stage the wagon shortage has been acute enough to divert coal 
shipments to canals and road transport. But quite apart from trans- 
port difficulties the usual re-stocking may be more difficult if the fall in 
output is not halted. In fact it cannot be excluded that in spite of the 
efforts of the Ministry to improve the wage structure, the organisation 
and the equipment of the industry, output will decline further. Under 
these conditions it may be wiser to maintain the present restrictions 
throughout the summer, thus preventing domestic re-stocking, and to 
accumulate all surpluses in public reserve pools which can then be dis- 
posed of according to priority rulings and distributed equitably from 
the local pools to domestic consumers. 
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Foop SUBSIDIES r 
The particulars, which have now been made available, of the cost of 
food subsidies for the year 1943 may be compared with the annual rates 
of subsidies in the period January 1st to March 31st 1942, which had 
been given previously.? 
Annual Cost of subsidy 
(£ million) 


1943 1942 

.Flour, bread, oatmeal* 60.4 40 
Meat 23°1 23 
Potatoes 28.6 20. 
Eggs is 11 
Sugar 10.5 13 
Milk 10.5 2 
Milk Schemest 20.0 18 
Tea — 3 
Cheese 37 —_— 
Bacont 1.6 — 
Other subsidies 36.1 7 

Total 205.8 137 


* Including, in 1942, animal feeding stuffs. 
+ Including, in 1943, vitamins for children and nursing mothers. 
+ Included in 1942 with other subsidies. 


' Other subsidies, in 1943, are stated to include small subsidies on 
imported egg products, rice, canned fish, butter and milk products ; 
and larger amounts for fertilisers and animal feeding stuffs as well as an 
estimate of the operating loss incurred by the Ministry of War Transport 
in the carriage of imports of food to the United Kingdom. : 

Apart from making some provisions for persons, such as nursing 
mothers, having special needs, the distribution of the subsidies, which- 
are mainly concentrated on necessaries, has evidently been designed to 
give most benefit to families with small incomes, which generally spend 
a larger proportion of their income on such items than families which 
are better off. In this way it is implicitly recognised that a more even 
distribution of incomes than that which exists at present would be 
desirable. . 

The policy is also, of course, intended to stabilise the cost of living, 
which it has, partially at least, succeeded in doing. The success of the 
policy cannot, however, be judged by the stability of the Ministry of 
Labour’s cost of living index, which, partly owing to the subsidies, does 
not fully reflect recent increases in the cost of living; this point has 
been sufficiently discussed in previous, Bulletins.? : 

+ Statements by Mr. Assheton in the House of Commons, 2/2/44, and by Lord 


Woolton in the House of Lords, July 1942. 
2 Cf. Vol. 4 No. 17 and Vol. 5, No. 7. 


ERRATUM. 


Vol. 6 No. 4, Consumption of Groceries, page 55, last line, read ‘ to 
about 58 per cent ’ instead of ‘ by about 58 per cent.’ 


